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Abstract

I . Background and purpose

[ ] The laws and regulations concerning foreign capital and
investment play a very important role in a developing country
with regard to its efforts to achieve solid economic growth

while enjoying the benefits of an open economy.

[ ] However, movement of foreign capital also has a negative
impact coming from its essence as a transfer of capital
between countries. In that all countries, including developing
countries, should consider the need to maintain their economic
independence and self-reliance, they need to develop a domestic
capital market efficiently by utilizing domestic savings as
much as possible through domestic financial institutions in

addition to using foreign capital.

[] Tt is important to adopt laws and regulations conducive to the
efficient and harmonious realization of polity objectives in
order to meet opposing requirements associated with foreign
capital, particularly FDI, and to set proper limitations in the

introduction of foreign capital.

[ ] Korea has also relied considerably on foreign capital to meet
requirements for its economic development. It is said that

foreign capital has contributed greatly to the country’s economic



development. The country’s economic growth strategy using
foreign capital is benchmarked by many developing countries.
Developing countries in East Asia, including China, Vietnam,
Indonesia, and Cambodia, which are making rapid growth in
the 21st century, are also adopting the policy of relying on
foreign capital as part of their core economic growth strategy.
However, it appears that the past foreign capital-related policies
adopted by Korea are much different from those currently
adopted by developing countries in East Asia in terms of

their approach.

Considering the importance of foreign capital-related laws/
regulations in the whole strategy for economic development
generally, it 1s not difficult to assume that foreign capital-related
policies and laws have been one of significant contributing

factors in Korean economic development.

In this sense, through the analysis about historical overview
on the development of foreign capital and investment-related
laws/institutions, it will be possible to define, albeit partially,
the relations between the relevant laws and institutions and
economic development, depending on what economic development
strategies are adopted and what stage of economic development
a country is in, including to what extent foreign capital-relevant
laws and institutions have contributed to economic development

in the Korean case.



[]

The study may help them set up objectives that the relevant
laws/regulations should cover, i.e. a way to secure -capital
needed for economic growth, while maintaining economic
independence and self-reliance and laying the basis for long-term
development. If a developing country relies only on foreign
capital or its government plays only an inactive role in using
foreign capital, it may fail to establish a basis for sustainable
growth. In this regard, it is necessary to review whether the
process followed by Korea’s foreign capital and investment-related
laws and regulations may provide such a country with a

series of relevant clues.

II. Outcomes

[]

]

The laws and institutions on foreign capital and investment in

Korea could be divided into four phases.

In the first phase, which can be defined as 'Organizing the
System or the Introduction of Foreign Capital and Expanding
the Inflow of Foreign Capital(1960~65)', Korea tried to
establish the legal and institutional foundations to increase
quantitatively the inflow of foreign capital for the purpose of

the postwar restoration project and economic development.

The second phase, being called 'Selecting the Entry of Foreign
Capital and Encouraging Foreign Direct Investment(1966~78)'

had seen the transition from the quantitative enlargement



toward the qualitative selection and management of foreign

capital.

The third phase can be described as a period of 'Diversifying
the Sources of Foreign Capital and Liberalizing Foreign Direct
Investment(1979~97)'. Efforts were made aggressively to
promote inflows of foreign direct investment both at a policy

level and at a legal and regulatory level.

In the fourth phase, which can be summarized as 'Attracting
Foreign Direct Investment Strategically(1998~present)’, almost
all the laws and regulations have been revised so as to meet
the so-called 'Global Standard' with the outbreak of foreign

currency crisis of 1997.

Ill. Implications

[]

The characteristics shown in the development of foreign
capital and investment - relevant laws in Korea could be

summarized as below:

Firstly, the laws and institutions regarding foreign capital and
investment had been mainly focused on the use of it, which was
functioning as a significant method for implementing the Economic
Development Plan, rather than the encouragement and inducement

itself.

Secondly, the leading role of central economic affairs ministry such

as ‘Economic Planning Board’ in 1960s and 1970s which took



) 2

charge of the establishment and implementation of economic
development plan with enormous authorities and responsibilities was
very obvious. It might be said that this is the successful result in
spite of the constraint such as lacking financial resources and
vulnerable creditworthiness that the countries in the early stage of

economic development have.

- Thirdly, when inducing foreign capital, Korea selected the best

suitable types of foreign capital under the consideration of advantages
and disadvantages of each type in view of the given situation
strategically and then concentrated government’s political and

legislative backings on the chosen type of foreign capital exactly.

Fourthly, among various types of foreign capital, especially the
meaning and function of foreign direct investment has been
somehow different as people generally think about the relations
between economic growth and FDI in Korea’s case. If we see
how the Korean economy has been developed, the level of inflow
FDI remained very low even in the period when the economy was
growing up rapidly, indicating that FDI was not the main resource
contributed to the growth of Korean economy in its early shaping

step.

Key Words : foreign capital, economic development, foreign direct

investment, loan, introduction of technology, foreign

aid
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S e 11.3 14.1 15.7 6.9 18.7 13.7
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R s 5 0.1 3 43 12 5 63 7.1
(C ) (15) - 59 | O | B6) | (77) | (181) -
&g 2 - - - 24 12 35 71 8.0
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[3E 9] 1966~72\d AARGE 2 AFATE (T %)106)

1962~6 1966~7
s 1966 | 1967 | 1968 | 1969 | 1970 | 1971 | 1972 5
A& GDP
e 7.8 12.4 7.8 12.6 15.0 7.9 9.2 7.0 9.9
=7 =

FHFAAA| 7.0 10.8 | -5.0 24 125 | -09 33 1.7 2.2

354 13.7 | 156 | 21.6 | 24.8 | 199 | 182 | 169 | 15.0 | 19.4
(A=) | (14.4) | (17.1) | (22.8) | (27.0) | (21.4) | (18.4) | (17.7) | (15.7) | (20.4)
AF3] 33 2}
Woal Jleb 67 | 126 | 138 | 154 | 146 | 89 | 89 | 58 | 112
A =4

T E 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

FTHTA | 411 | 354 | 314 | 285 | 287 | 28.0 | 289 | 283 | 29.2
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A3 7R =}
B J1eb| 409 | 445 | 48.1 | 497 | 494 | 492 | 483 | 473 | 482
A H] 2~
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BAEE AEER v AR 71ES Holal 9ledl, 1973 R

106) St=r2-38, =9 =l

A o1-g).

DX
By
&
~]
(9,
rL
2
_(
dr
o
Al
l-'>*
ins
rlo
o
N
o
i
o0
(@)
=)
=2,
>,

134



}+]

sto] 1

o] A

A=

3

S HuHdow
ThA]

T

Ko}

|

A3 AR B e REe] At

-

ol 1973

o] =3l¥ 31, 19761 ©]
14 o

3

o] 1977

B
=

o] A

=
=

P zo}

3

o

1976'd 9]

A\t

3]

Ho
Tor

o

)

—~
110

O

10] 1973~78'3 74 A

s}

3
AL

[

Al 2l GNP

=715
A 2 GDP

17.7%0]]

Ho

x
! = N ~ | = N
™ Pl v~ o~
o
—
S < QN || | @
— o o | S — No)
=) = — ISR IS
= I X o | = ™ 3.
() S N L Vo N Vo) on
w — m 311 (@\]
2 D2 N NN o
P3N I3} S S |l < o)
2 0 v 2%% —
; ) ! i
=) Ne) o~ < | = = -
NS v © _ == <
) ) A N
o 0 0 N a
Q M “ — | ® S
= o
= — — =l N Q
a
tlalalalsz
% (@) = N D]
—
MHMH%_W
_
<oy
&R 2
S
‘:IVD ~

b

R

SRR

S
pad

ato] Al A7 A

S

REY

A7) 22

k

%

olgt & 4 Stk AT -

% 0 9
135

sH7 o] wsle] FHofgk o
= Do ), 1374,

107) o1& 2 AA} 3



Al 47 A27]: QA=Y L] AEst 2 oA HFA ] F71(1966~78)

1966~72 1973 | 1974 | 1975 | 1976 | 1977 | 1978 |1973~78

S Bt 14.7 6.6 7.6 115 | 120 | 12.1 | 10.0

A= 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

YA 292 | 272 | 269 | 274 | 264 | 251 | 23.0 | 253
)

T3 226 29.0 30.1 30.9 32.8 330. 33.4 32.2
(Ax=) 214 27.9 28.8 29.3 31.5 31.4 31.9 30.8
|

7&;;;} A s 65 | 60 | 67 | 67 | 81 | 102 | 80

A2~ 373 | 37.0 | 350 | 341 | 338 | 334 | 345
THTFE - 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | -
BEA - 60.6 | 51.9 | 547 | 535 | 513 | 50.1 -
ssistEs] - 394 | 48.1 | 453 | 46.5 | 487 | 499 -
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A=Y FE HAY EEFA  doj A2zl s
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il 8 o=
71w FH, @ =ml7Ide] AR exAseE #Ed 2HeR ¥
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: : FAg R 9l F
Al el FFEIES LA Sl oEeA Fe F AU F 7T
= A Fol 93 FAANLY] 2L U] FFEAN F 37.0%° &
sz, ol HlF WelAMs FHaHE AoAvt 1 F9 "ol FA
S7tgk Zlolth QA Fo Fo] FoAE o] 7|3t ko= dx9]
et AHEde] TR ol fAsa SAYe S E
Hl, 53] 19651 dEate] uAgste lete] Z=sid dafRe] 4

[3E 11] 1966~721 =l 72kl Adxzd (e A g€, %)l

1962~65| 1966 | 1967 | 1968 | 1969 | 1970 | 1971 | 1972 |1966~72

ERES

= ° 360 [224.5(281.0(427.9 | 620.7 | 704.7 | 805.4 | 805.5| 3,870
AR

F0 7%

e 41.3 54.6 | 54.0 | 51.0 | 58.8 | 60.1 | 56.9 | 7107 | 59.9
=

W 381 | 41.6 | 35.6 | 27.5 | 37.9 | 34.6 | 333 | 53.1 | 384

A5 32 13.0 | 184 | 235 | 209 | 255 | 23.6 | 18.6 | 21.5

53.0 | 39.0 | 40.2 | 43.1 | 369 | 353 | 44.0 | 26.7 | 37.0

A 7.9 12.5 | 185 | 285 | 255 | 274 | 36.6 | 184 | 25.7

ol Al 451 | 265217 | 146 | 114 | 79 74 | 83 11.3

110) =38, dh=ro] FAS 1975 (AT - d=akd28, F 1)) &, 88wl A]
A Q1-8).
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Al 47 A27]: QA=Y L] AEst 2 oA HFA ] F71(1966~78)

1962~65| 1966 | 1967 | 1968 | 1969 | 1970 | 1971 | 1972 (1966~72
A
b 5.7 6.4 5.8 59 4.3 4.6 -09 1.6 3.1
=AU A
A 100.0 |100.0|100.0| 100.0 | 100.0 | 100.0 | 100.0 | 100.0| 100.0

sty e g JFA4A FA7E o] Foxl 1973~78\d 7)1F
Fotol = FUHFFAEO] 1966~721 2] 24.8%H tF FA L 28.8%9
on, 53] 197413 1978Wel= 30%E ‘dolslth o] 7|t =
THEFAE 93 AdxzEel doXd FHAFESY =2 SV
o] FLEAQ IS "HHEeAT. = IHA S 9% F
o

1966~72\3 7] 7YHT}F 21.6% 53 81.5%= 7]=

O
k)
)
o 4l

rg,
_L4

. B9 27l FAAYRS] 4wy oz
2] Mowq a9 AEe oF FAALY

Fosheg A8 2 AR F3ol wet 244

1966~72) 1973 | 1974 | 1975 | 1976 | 1977 | 1978 |1973~78

EANE S

ELHO 3,870 | 1,321 | 2,408 | 2,767 | 3,545 | 4,904 | 7,624 | 22,570
52}

207 %

— 59.9 86.7 60.5 61.3 86.4 91.8 85.7 81.5
H| &

W 384 74.7 544 52.6 69.8 75.5 68.9 67.3
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1978\l 1499 2o Eelditt. adol= &7t gyt

[3 13] 1962~72d T2 TH7]ALEY A A (9 winkdhe], o)1)

1962~65 1966~72
66 67 68 69 70 71 72

o | o [uz

of

Ak 63 | 7.1 73 | 106 | 70 139 | 115 | 303 | 324 | 1,130 |26.4
(B [ (181) | - | (154) | (88) | (83) [(236) | (149) | (399) | (551) [(1,660)| -

Az 71 | 8.0 | 110 | 124 | 268 | 410 | 367 | 345 | 326 | 1,950 | 45.6

(B M) [ (198)| - | (105) [(146)| (466) | (624) | (314) | (346) | (229) [(2,230)| -
Ak - - - - 40 | 30 | 25 | 90 | 20 | 205 | 4.8
&8 | - - - - | 40y | (30) | (25) | (90) | (70) | (255) | -
9= A
o 13 [ 15 14 | 11 | 19 | 13 | 66 | 43 | 61 | 227 |53
(317ha B3) | - | 16) | 28) | (26) | (49) | (76) | (40) | (122) | (357) | -
RS -
27
) 147 | 16.6 | 197 | 241 | 397 | 592 | 572 | 781 | 731 | 3,512
C 82.2
217 (412)| - | (275) [(262)| (615) | (939) | (564) | (875) | (972) |(4,502)
nl= 9l
UN 912 739 | 834 | 103 | 97 | 106 | 107 | 83 | 5l 5 552 | 13.0
ATAF

- - 30 | 30 | 34 | 31 | 25 | 31 | 27 | 211 | 438
A=

113) AFFAFFE - =223, 5 1o &, 185w A AR,
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A3 AR B e REe] At
1962~65 1966~72
66 67 68 69 70 71 72
o |z ol [u%

A 886 |100.0| 330 | 368 | 537 | 730 | 680 | 863 | 763 | 4,275 |100.0

[3£14] 1973~78d FQ F71A =) A4 (del: wnbde, %)14)

1966~72 1973~78
73 74 75 76 77 78
el | v Zol %

FEFAF | 1,130 | 32.1 | 403 | 385 | 477 | 713 | 636 | 817 | 3431 |30.6
(BN (1,660 - | (631) | (415) | (597) |(1,378)[(1,016)|(2,531)| (6,568) | -

Azt 11,950 | 55.5 | 461 | 603 | 801 | 839 | 1,241 | 1,913 | 5,858 |52.2

(FA M) 1(2,230) - | (543) [(1,077)| (352) |(1,860)((1,484)|(1,508)| (6,824) | -

8713

tel 205 5.8 49 218 200 131 300 3287 1,226 |10.9
I=|

Szt | 205 | 5.8 | 49 199 | 200 57 230 | 272 | 1,007 | 9.0
q

@A [@ssy| - | @1 | a18) | 200y | (197) | (100) | (770) | (1.466)| -
dgAA | - - - 19 - 74 70 56 219 | 1.9
94}9_]%1;@
g | 227 65 [ 191|163 | 62 | &5 | 102 | 101 | 704 |63
=
- el a 2 5 | (14 )

(17l (357) (318) | (153) | (207) | (79) | (84) | (149) | (990)
A

g | 3512|1000 | 1104|1369 | 1540 | 1768 | 2.279 | 3,159 | 112191000
1{;}; 4502) - (1,573)(1,782)|(1,356)(3,588)|(2,754)|(5.,014) (16,067) -

o ol A

114) A5 2 =28 R AR - =28, 5 nel A, 1590 A A
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